The data are in and they are not pretty. By all accounts, the decade of the ''aughts,'' frequently characterized as our ''lost decade,'' has been an outright economic disaster. Beginning with the cataclysmic terrorist attacks of September 11, 2001, and their immediate aftermath, this decade has experienced events and fiscal policies that have been especially inimical to the economic status and social well-being of our much revered middle class, and at the same time, have made life far more tenuous for lower-income households. As a consequence, we find a key economic constituency adrift, one that in the past has proven to be essential to our nation's progress and vitality.
The current status of the middle class and its economic prospects warrant serious attention by those concerned with promoting a productive, inclusive, and fair society. To highlight the importance of this issue, I focus here on the consequences of the ''lost decade'' for our middle class and less affluent groups, especially concerning their diminished economic status and security, and their expectations and attitudes regarding the future. I also discuss the importance of reorienting our policy priorities to support these groups. As I argue, such a reorientation will be challenging, requiring the leadership of our key economic and political institutions to shed the behavior of the past and be guided by a moral compass that leads to policies that value the common good, help to ensure a vibrant middle class, and lend support to our most vulnerable citizens.
The Lost Decade and the Middle Class
Background After the horror of September 11, the first half of the lost decade witnessed the initiation of an arguably unnecessary Middle East war with its attendant drain on economic resources and devastating human carnage. In addition, the implementation of two income tax cuts proposed by President George W. Bush by many accounts have disproportionately benefited the wealthy and yielded little impact on the kind of economic growth that would benefit middle-and low-income families. Both initiatives helped to deplete the budget surplus from the Clinton years and diverted other resources that might have been used to benefit less affluent groups through, for example, needed investments in education and in human capital, repairs to our crumbling infrastructure and public transportation systems, and by shoring up our safety net and social insurance programs.
The decade culminated with an economic catastrophe second only to that of the Great Depression of the 1930s, requiring taxpayerdriven bailouts to prevent the collapse of our major financial institutions, while providing little in relief for homeowners caught in this maelstrom. At the decade's end, fiscally strapped states were reducing commitments to education, public safety, and public health, and hopes of a bipartisan solution to fiscal problems devolved into the reality of a ''fiscal cliff'' with its promise of draconian spending cuts and the threat of a new recession. As we entered a new decade, public protests, catalyzed by the short-lived Occupy Wall Street movement, erupted against the huge economic gains of our financial elites and income inequality not seen since the Gilded Age. This outcry helped to stimulate a public policy debate over the consequences of excessive inequality, engaging some of our most thoughtful economic and policy analysts.
Implications for the Middle Class
It is generally acknowledged that a robust middle class is essential to a country's economic progress and growth, and necessary for the stability of its political institutions. Having said this, there is growing concern that the economic vitality of the U.S. middle class has been compromised and that this may have significant implications for our nation's prospects. Such concerns have crystallized in light of the experience of the middle class during the lost decade and that of the prior three decades. As a consequence, those in the middle-and lower-income classes appear to be holding on for dear life.
As a recent report from the Pew Charitable Trust (2012) notes, the last decade represented the first time since World War II that Americans in all income groups experienced a decline in mean income. However, the middle class, defined by the Pew report as those with household incomes from two-thirds to double the national average, stands out as the only group among adults that has actually decreased in size. While the percentage of adults in lower-income groups remained relatively stable (28% in 2001 and 29% in 2011) , and those in upper-income groups increased from 18% to 20%, those in the middle class dropped from 54% of adults to 51%, continuing a steady four-decade trend since 1971 when middle-income individuals represented 61% of the adult population. Moreover, this ongoing trend does not reflect upward mobility by the middle class since roughly equal shares of the population have entered both the lower-and upper-income groups.
Apart from what economists have described as the ''hollowing out'' of the middle class, the Pew report describes this group as one whose economic security has declined and whose confidence in the future appears bleak. For example, over the last decade, the median wealth of the middle class (adjusted for family size) plunged by 28% (from $129,582 to $93,150) while that of upper-income adults remained intact. Worse yet, the median wealth of those in the lower income group fell by 45% (from $18,421 to $10,151). Of those in the middle class, 42% report themselves as less financially secure than a decade ago, compared to only 24% of those in the upper-income group; a staggering 63% of those in the lower-income group report being less financially secure.
In the aftermath of the Great Recession, those middle-class individuals fortunate enough to remain employed face the possibility of stagnant real earnings, while others face prolonged periods without work or job prospects that are unlikely to provide the earnings or benefits comparable to the last jobs they held. Indeed, a report by the National Employment Law Project reveals a sobering picture of job loss and gains during and immediately after the Great Recession: while low-wage occupations (median hourly wages between $7.69 and $13.83) represented 21% of all job losses, they comprise 58% of all job gains. By contrast, mid-wage occupations (between $13.84 and $21.13 per hour) constituted 60% of all jobs lost but only 22% of all jobs gained. Jobs in high-wage occupations fared much better: the 19% of total job losses in these occupations (between $21.14 and $54.55 per hour) was offset by an equivalent increase of 20% in job gains.
In many instances, the American dream of middle-class home ownership has been undermined by predatory lending practices, a collapse of the housing market that has led many to foreclosure, and for some a plummeting of home values below their outstanding mortgages. These unsettling circumstances were ushered in by the high-risk investments in mortgagebacked financial instruments by our major financial institutions, whose own values collapsed with the housing bubble and helped to precipitate the Great Recession. Amidst this turmoil, middle-class families struggle to maintain their familial obligations, including paying costly college tuitions, caring for children and elders, and making efforts to maintain living standards and to ensure that their children keep up with their more affluent peers. Young adults from the middle class who manage to complete college are saddled with the burden of educational debt and poor employment prospects, while those seeking to augment their qualifications and skills through graduate education add to this oppressive debt burden.
An Ongoing Trend
The status of the middle class at the last decade's end continues a 30-year trend of stagnant earnings and shifts in the distribution of economic rewards that has had a profound effect on economic inequality, and has been undermining our sense of community and our political process. For example, between 1978 and 2006 (the year before the Great Recession), those in the middle quintile of the income distribution saw real incomes increase by only 16.7%, compared to a 93.2% increase by those in the top 5% and a 59.9% increase by those in the top quintile (my computation from historical Census Bureau data). More profoundly, over the period 1979 to 2007, average real after-tax income grew by 275% for those in the top 1% of incomes. For those in the middle of the income scale (the 21st through 80th percentiles), the growth in average real after-tax household income was just under 40%; for those in the lowest income quintile, average real after-tax household income was about 18% higher (Congressional Budget Office 2012). Additionally, Saez (2012) notes that the income gains from the slow economic recovery after the Great Recession have accrued quite disproportionately to those in the top 1% of income, who have captured 93% of real income growth compared to only a .2% income growth for the bottom 99% of the population. Finally, the growing income inequality of the last 30 years has placed the U.S. near the bottom of the developed world for this metric, creating a kind of social isolation in which those with the most influence on our political life have become insulated from the concerns of the bulk of our citizens.
Expectations and Confidence in Our Institutions
According to the Pew study, in 2011 less than half (43%) of middle-class adults believed that economic prospects for their children will improve (a decline from 51% in 2008), 41% reported they were very or somewhat pessimistic about the long-term future of our nation, 85% reported their lifestyles more difficult to maintain than at the beginning of the decade, and 71% reported it was harder to get ahead than a decade ago (an increase of nine percentage points since 2008).
Institutions once thought to be responsive to the plight of the middle class have lost considerable influence or are in the midst of a crisis of confidence. Labor unions that once provided effective representation and bargaining over wages, benefits, and working conditions have precipitously declined in membership; those public sector unions have been demonized as the primary source of state budget crises and are in the midst of a battle to preserve hard-won collective bargaining rights. As reported by Pew, adults in the middle class assign blame to our major institutionsprimarily Congress and the banking/finance sector-for the difficulties they have faced over the last decade. Our political institutions remain caught in an ideological quagmire over the appropriate role of government versus the free market, failing to recognize that both are imperfect vehicles for public policy. Worse yet, our politics convey the strong impression that policymakers are primarily responsive to moneyed interests. Finally, institutions that traditionally have provided support for middle-and lower-income families in times of need, such as state and local governments, charitable organizations, and our traditional safety net of unemployment insurance, Medicaid, and food stamps (currently the Supplemental Nutrition Assistance Program or SNAP) are feeling the strain of reduced public and private revenues and the threat of future retrenchment. To make matters worse, some have even lost confidence in our religious institutions and public icons, viewed as a source of strength, solace, and assistance in troubled times.
Societal Concerns
Taken together, the dwindling representation and economic status of the middle class and the already mentioned forces in play raise profound societal concerns. As Boushey and Hersh (2012) and Krueger (2012) note, a strong middle class is essential for the development of our nation's human capital; for the demand for our goods and services; for the inculcation of the next generation of entrepreneurs; and for the support of inclusive political and economic institutions that are critical to economic growth. Greater economic inequality and the insecurity associated with poor future economic prospects create impediments to human capital development and educational attainment for those of the middle class and of lesser means. As these groups fall behind, they accumulate debt and reduce savings and their poor prospects impede the kind of economic mobility that has become the hallmark of the American dream. Apart from threatening the development of a skilled workforce and entrepreneurial class, such economic disadvantage perpetuates an unfair and arbitrary advantage for the children of the well-to-do. Unless addressed through enlightened public policy, all of these factors likely will have farreaching implications for our society.
Public Policy and Our Moral Compass
If we are to devise public policies to address the precarious position of our middle class and others less affluent, the parochial interests that have governed the past policy development must give way to guidance by a moral compass. As a first stab, I borrow from the Hippocratic Oath to define the underpinning of moral compass and assert that policy development and implementation should ''first do no harm'' to those in vulnerable situations. I would also extend this policy proviso to those who in good faith have played by the rules of the game and who put their trust in agents (political or financial) to act on their behalf.
Some may object to this as a fundamental principle, given the complexity inherent in determining whether individual behavior has contributed to a person's vulnerable state through poor decision making or by ignoring sound advice from agents acting on the individual's behalf. However, I feel justified in setting this objection aside since the circumstances governing the Great Recession were for many people well beyond their control. Moreover, by bailing out our financial institutions, we already have established a precedent for public policy to assist those who have made poor decisions and taken unnecessary risks.
Impediments
Events of the past summer, the aftermath of our financial sector meltdown, ethical lapses by those at our elite institutions and in positions of responsibility, and the contentious debate over deficit reduction provide a glimpse of the impediments we face in developing public policy guided by a moral compass. This summer revealed that employees of Barclays Bank and other large financial institution were involved in manipulating the London Interbank offered rate (or Libor) for financial gain, and that high risk-taking behavior and excessive salaries were resumed by those in our financial sector who were assisted by a taxpayer bailout. These practices provide strong evidence that well-intentioned public policy seeking to impose safeguards against another financial catastrophe has been insufficient and faced strong resistance (Hacker and Pierson 2012) . To illustrate how the Libor crisis hit home, fiscally strapped state governments are trying to assess investment losses in light of the Libor interest rate manipulation, with one state official suggesting that a settlement could rival that of the prior $25 billion mortgage crisis settlement between banks and state attorneys general (Popper 2012) .
As reported in the New York Times, we have also witnessed academic cheating scandals made all the more disturbing since they have involved high-achieving students at some of our nation's elite educational institutions, including Stuyvesant High School in New York City, the Air Force Academy, and Harvard University (Pérez-Peňa 2012). Donald McCabe of Rutgers University told the Times that ''more and more there are students at the top who cheat to thrive.'' Harvard's Howard Gardner, who has studied professional and academic integrity for two decades, observed that ''the ethical muscles have atrophied,'' in part due to our focus on achieving success regardless of how it is attained.
What is particularly disquieting about such behavior is that some of those involved will likely go on to important positions of responsibility in business and politics. Consider the demise of Enron and the spate of prosecutions for insider trading and for medical billing fraud and abuse. The most recent instance of the latter ironically was found in a perversion of federal efforts to achieve efficiencies through the use of electronic medical records. As Abelson, Creswell, and Palmer (2012) report, hospitals receiving subsidies to implement electronic records obtained a 47% increase in Medicare payments between 2006 and 2010, compared to a 32% increase for hospitals not obtaining such incentives. The authors note that such a differential appears to reflect changes in billing codes used in emergency rooms and for physician office visits, which may suggest charges for services not rendered. When whistleblowers guided by their own moral compass seek to reveal such financial transgressions or other cover-ups, they receive little protection for their efforts. Such individuals are frequently vilified and find their reputations and financial security in great jeopardy (Press 2012) .
The Battle over Fiscal Policy
The ongoing battle to address our nation's fiscal woes provides perhaps the most prominent and ideological challenge to developing public policy guided by a moral compass. The failure to balance spending cuts that would not jeopardize our safety net with reductions in tax burdens precluded a bipartisan agreement by Congress to raise the debt ceiling and instead sanctioned mandatory cuts in domestic programs and defense slated for January 1. This sequestration of spending has raised the possibility that we will go over a ''fiscal cliff'' on that date as spending cuts take effect and the Bush-era income tax cuts expire, potentially ushering in another recession. The draconian spending cuts associated with this failure to reach agreement over raising the debt ceiling include up to $100 billion in military and domestic spending. The White House has revealed that military spending would be reduced by 9.4% and most domestic programs would be cut by 8.2%; Medicare would be cut by 2% (with hospital payments to Medicare reduced by $5.8 billion and prescription drug benefits by $591 billion), and other social programs (absent Social Security) by as much as 10%.
The 2013 budget proposal developed by Rep. Paul Ryan (R-WI) and colleagues on the House Budget Committee in March 2012, and largely adopted as part of the Republican Party's platform, represents an extreme fiscal position, one whose spending cuts for social programs far exceed that associated with sequestration. In essence, the proposal encompasses a budget policy largely driven by an ideological zeal to reduce the scope of government under the guise of a prudent and responsible way to address an impending fiscal disaster. One is hard pressed to find much in the way of a moral compass guiding the provisions of this fiscal initiative.
As analysis of the Ryan budget by Merrick and Horney (2012) reveals, 62% of the $5.3 trillion in non-defense spending cuts over the next decade will be borne by programs serving those with low incomes. Although the details of the Ryan budget remain illdefined, likely cuts will include: an $810 billion reduction in spending for Medicaid (which would shift from an entitlement program to state block grants) and savings of $1.6 billion from nullifying Medicaid expansions under a repealed Affordable Care Act; $134 billion from cuts in SNAP; and at least an additional $463 billion in yet unrevealed cuts in mandatory programs serving lower-income Americans.
The budget would also impose $758 billion in cuts from mandatory programs related to income security, and $166 billion from cuts in education training, employment, and social services, with reductions also likely in the Pell Grant program to assist lower-income college students. It is clear that the budget would effectively eviscerate our social safety net. By doing so, this budget fails to acknowledge the key role played by Medicaid and SNAP in providing assistance to those severely affected by the Great Recession, including those of the middle class who saw their economic status severely compromised. Finally, there is a bitter irony in the budget's proposal to substantially reduce taxes for the ''job creators,'' loosely translated as those in the top percentiles of the income distribution who have been the primary beneficiaries of prior tax reductions and the income gains during our lost decade.
By contrast, proposals for fiscal responsibility issued by the Bowles-Simpson Commission were governed by the proviso that no budget cuts should compromise the economic status of the poor. Even some from the right have pointed to the ethical implications of the Ryan proposal. No less a deficit hawk than David Stockman, director of the Office of Management and Budget during the Reagan administration, proclaimed Ryan's budget to be a ''fairy tale,'' and asserted that Ryan's rhetoric of shrinking government and tax cuts would do little to assist the economy. Stockman noted that the budget proposal amounts to shredding ''the measly meanstested safety net for the vulnerable'' when real reform would, among other things, require incomes-based eligibility tests for social insurance, a dismantling of our ''too big to fail'' financial institutions, and a restoration of the Glass-Steagall law that separated commercial from investment banking. Finally, veteran political reporter Joe Klein, writing in Time, characterized Ryan's tax cuts as ''hilariously inappropriate'' and his budget as ''imbalanced on the backs of the poor and elderly.'' Recognizing that poverty can arise from irresponsible behavior, he noted that this is often not the case and that ''common decency requires that we take care of the least of these.'' Criticizing Ryan's plan for its ''casual inhumanity,'' he asserts that it represents a ''reversion to a more brutal, less humane state of nature … an idea whose time is gone.''
Using Our Moral Compass to Guide Fiscal Policy
The kind of policy that I envision to protect our vulnerable citizens is nicely illustrated by Christina Romer (2012) , former chairwoman of President Obama's Council of Economic Advisors. In writing about how to reduce our budget deficit, Romer has outlined a strategy for ''compassionate deficit reduction … that does as little harm as possible to people, jobs, and economic opportunity.'' She notes that while spending cuts and tax increases will be required to get our deficit under control, they should be phased in gradually as the economy recovers, rather than engage in immediate fiscal austerity.
Among the elements she proposes are nearterm job measures such as a sizable short-run infrastructure program, a one-year continuation of the payroll tax cut for workers, a substantial employment tax credit to business, and aid to states and localities to counter their cuts in education and public services. Rather than engage in budget cuts that would devastate our social safety net and substantially reduce investments for long-term economic growth and opportunity, she recognizes that revenue increases must also be phased in over time, but not in a way that would shift the tax burdens to middle class families who are struggling to make ends meet. Instead of recommending the elimination of tax expenditures for mortgage interest and tuition tax credits, she suggests eliminating the preferential income tax treatment for capital gains and interest income. As regards rising health care spending, a major contributor to our fiscal dilemma, she recognizes that steps must be taken to reduce the rate of spending growth and that a compassionate plan would do so in a way that minimizes risks to individuals and protects the most vulnerable. Among her other recommendations are: means-testing Medicare benefits; cutting agricultural price supports and subsidized crop insurance programs that typically benefit corporate farming; reducing defense spending consistent with the recommendations of the secretary of defense; providing assistance to workers displaced by international trade and to wounded veterans; and ensuring support for public higher education, Pell Grants, infrastructure, and scientific research.
Whether Romer's ''compassionate deficit reduction'' would ultimately lead to fiscal relief remains an open question. However, one cannot deny that her recommendations have been made with an eye toward protecting the economic status of our middle class and the most vulnerable among us.
A Postscript: The 47% and the Issue It Raises
As a postscript to this discussion, I want to make brief reference to Mitt Romney's statement disparaging the 47% of Americans who he claims pay no taxes and are reliant on government handouts. While Romney's statement has been taken to task by many for its inaccuracy, insensitivity, and awkward validation of class divisions, he inadvertently has raised a critical point that lies at the heart of a public policy driven by a moral compass. In particular, Romney characterized this group as ''dependent upon government, (people) who believe that they are victims, who believe the government has a responsibility to care for them, who believe that they are entitled to health care, to food, to housing, to you-name-it.'' In doing so, Romney put the issue of our social contract with government squarely on the table. He raises the compelling issue of what basic rights a society should guarantee its citizens to help ensure they flourish, reach their full capabilities, and, ultimately, contribute to society. As a number of authors have asserted (e.g. Powers and Faden 2006; Sen 2002; Rugger 2010) , ensuring population health should be a basic concern for a just society, and to actualize this concern, a number of prerequisites are required. Included among these are ensuring medical care, adequate nutrition and shelter, and adequate personal security, among others. By claiming that individuals have failed to take on the responsibility of securing such important requirements, Romney's statement suggests a rather narrow view of the moral compass, one built on a false sense of individualism and detachment from the difficult circumstances of our fellow citizens. At a time when the Great Recession has greatly impaired the prospects of our middle class and the less affluent through circumstances largely created by our well-heeled ''Masters of the Universe'' in the financial sector (to borrow Tom Wolfe's characterization in Bonfire of the Vanities), such an attitude ignores reality. It also raises the question as to why our country is unwilling to shake off its ideological divisions and aspire to the social welfare obligations that other developed nations routinely provide to their citizens.
Conclusion
In his insightful discussion of the factors that cause ordinary individuals to perform heroic deeds often at the expense of their own reputation and community standing, Press (2012) identifies a number of common threads that help to inculcate a moral compass. These include the reality of seeing the circumstances faced by vulnerable groups, an ability to empathize with their plight, and the courage to break away from predominant group ideologies, conventional norms and prejudices. Press relates the story of a Swiss customs official who, at the outset of World War II, was moved by the plight of refugees from occupied lands and provided them with safe passage into his country despite orders from superiors to cease doing so or face disciplinary action and the stigma of public rebuke. When the official continued to ignore this directive, he was paid a visit at the border by his superior, who routinely had denied requests for entry into Switzerland. Being up close to witness the plight of those applying for asylum, the superior officer approved all the applications on the day of his visit. Ironically, when he returned to his office and placed distance between himself and the calamity at the border, he resumed his behavior of denying requests.
As this story shows, how close we are and how we engage with others who face difficult circumstances can change attitudes and invoke our moral compass. Our country has suffered from increasing economic and social polarization that has precluded civic engagement and impaired our ability to grasp the challenges of people experiencing difficulties or trapped by poverty and deprivation. Making an effort to understand the barriers that such individuals and families confront, having empathy for their trying circumstances, and devising effective strategies to address their problems will require those who influence the policy process to employ their moral compass for guidance.
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